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To Our Shareholders:

We are pleased to report that Brush Wellman Inc. posted
substantial increases in both sales and earnings for the first
quarter of 1988, compared with the first quarter last year.

Financial Review

Net income of $7.9 million for the first quarter of 1988
represents an increase of 23 percent from the $6.5 million
earned during the same period last year. Earnings per share
for the first quarter of 1988 reached 43 cents, compared with
34 cents per share earned in the first quarter of 1987, an
increase of 26 percent. First quarter 1988 sales were $90
million, an increase of 23 percent from first quarter sales

of $73 million in 1987.

Worldwide sales of beryllium alloys achieved an all-time
high in the first quarter of 1988. The significant increase is
primarily due to the demand generated by electronic-related
markets. As a result of the expansion program initiated in
1984, we are able to maintain lead times averaging six to
eight weeks on orders for these products. We are currently
operating at about 75 percent of capacity.

All product lines reported sales increases from last year
except beryllium metal for which sales were unchanged due
to flat demand from defense-related markets.

We have made progress toward increased productivity
and yield at the metal systems and beryllia ceramic opera-
tions that should have a positive effect on profits in the
second half of 1988. Although the long-term outlook for
beryllia ceramic products remains good, operating difficul-
ties negatively impacted earnings for the first quarter of
1988. Operations at the Metal Systems Division have im-
proved after a disappointing performance in 1987.

Annual Meeting
The 1988 Annual Meeting of Shareholders was held in
Cleveland on April 26. Shareholders re-elected Robert M.
Mclnnes and Henry G. Piper to the Board of Directors.
William P. Madar, President, Chief Executive Officer and
Treasurer of Nordson Corporation, was elected to the Board
of Directors. Morris H. Wright retired from the Board of
Directors after nearly thirty years of distinguished service.
Shareholders also confirmed the appointment of Ernst &
Whinney as independent auditors for the Company.

Capital Requirements

We have the financial resources to support programs that
we believe to be fundamental to maintaining our leadership
position and to achieve long-term growth for our
shareholders.

Capital expenditures for 1988 are estimated to be about
$25 million. Approximately half of the expenditures will be
for capacity additions and expanded capabilities, including
equipment associated with new products and new tech-
nology. The remaining amount is for replacement and

environmental projects, including a $5 million waste water
treatment facility at the EImore, Ohio refinery.

During the quarter, Brush Wellman and Metals Engineer-
ing Co. signed a letter of intent whereby Brush Wellman will
purchase for cash all the outstanding shares of Metals
Engineering. The acquisition is contingent upon completion
of a definitive agreement. Metals Engineering produces
contoured metal strip, including contoured beryllium copper
strip, and serves makers of electrical and electronic
components.

The Board of Directors has approved the divestiture of the
small Canadian subsidiary of Wiliams Gold. The unit’s
products and its markets are generally unrelated to those of
Brush Wellman. The financial consequences of this action
are not expected to be material.

Organization

In April, Dr. Jere H. Brophy was named to the new position
of Vice President of Technology. He will direct his activities
toward identifying and developing new uses for beryllium
and related engineered materials. Prior to joining Brush
Wellman, he was vice president, engineering at TRW Engine
and General Components Group of TRW Inc.

Outlook

We are optimistic that 1988 earnings should be an improve-
ment over 1987. We are currently experiencing strong
demand from electronic-related markets that account for
over half of our total business. Although beryllium metal
sales are less robust than expected, softening defense-
related demand is offset by growth of other products.

The long-term outlook for our key end markets continues
to be good. Expansion of these markets, combined with our
investments in technology and equipment, should provide
Brush Wellman with opportunities for growth as a supplier of
high reliability engineered materials.

7€ 7;4@911/ a, yom)

Raymond A. Foos
President and Chief
Executive Officer

e

Henry G. Piper
Chairman of the Board

April, 1988



Consolidated Statements of Income unaudicq)

(Dollars in thousands except share and per share amounts)

First Quarter Ended
April 3, March 29,
1988 1987

INEESBIES & ;i vn i s 555 £ 5008 05 5 55 5 H 15 5 5 5« m 5ot vm 2 8 0 s o o s

Costs and expenses:

COSHORSEIOS! < o1 oo s m s 510 85 9 0 8 6055 80 650 5 RS B 5 5 0 oo s m e g
Selling, administrative and general expenses
Research and development expenses
Explorationexpenses . .............. ...
Interest expense . .. ... ...
Other —net .. ...

Income Beforelncome Taxes . ... ... ... ............. .. ... .. .. ..
IRCOPABIANES & wis vt a6 5508 8 8 9 55 60855 55505 5 5 a5 5 2 s e 1 o m omrm 5ot m

Netincome . ....... ... .. .. ... ...
Net income per share of Common Stock

Cash dividends percommonshare . ................ ... ... .. ....
Weighted average number of common shares outstanding

$ 89,961 $ 73,077

62,712 50,335
10,929 8,877
1,969 1,682

106 71

801 732
454 (14)

76,971 61,683
12,990 11,394
5,066 4,933

$ 7,924 % 6,461
$ 43 3 34
$ 15§ 14

18,413,686 18,967,437

Consolidated Statements of Changes in Financial Position uraudieq)

(Dollars in thousands)

First Quarter Ended
April 3, March 29,
1988 1987

Funds From Operations

NBEINEOMIE 5 & 55 66 580 v e m 55 e v min e v s e e nemsn oo s e e me n e

ltems included not affecting funds:
Depreciation, depletion and amortization
Amortization of mine development
Increase in deferred income taxes

Provided From Operations

Funds From Other Sources and Financing Activities
Increase(Decrease)imdebt . ..o wvonw s msnmanmninus s ssee s
Issuance of Common Stock under stock option plans
OB 5 s 9 55305 5 B 05 670 R0 55 500 05 585 508 o s o s s 5 sttt 1

Funds Used

Cashdividends . ......... .. .. ... . ... . ... ...
Increase in working capital, excluding notes payable
Expenditures for property, plant and equipment
Expenditures for mine development
Purchase of Treasury Stock . ... ....... .. ... ... ... .. ... ... ...
OUAEE no s 5w w00 559 55 55 2 ol 5 @5 50058 3 R EIE S B AT R 5555 a5 ian

Consolidated Balance Sheets (uUnaudited)

$ 7,924 $ 6,461

5,129 4,882
1,240 1,148
136 405
14,429 12,896
(4,179) 465
74 622

641 307
10,965 14,290
2,751 2,637
13,873 15,872
4,014 3,845
49 116
2,454 =
37 1,040
23,178 23,510

$ (12,213) $  (9,220)

April 3, Dec. 31, April 3, Dec. 31,
(Dollars in thousands) 1988 1987 1988 1987
Assets Liabilities and Shareholders’ Equity
Current Assets Current Liabilities
Cash . ... ... ... . ... ... ... $ 4,398 $ 16,611 Notes payableto banks . ......... $ 24,202 $ 27,325
Accountsreceivable . .. ......... 51,681 44,473 Accountspayable . . ............. 10,067 10,381
Inventories .. ................. 107,353 102,998 Other liabilities and accrued
Prepaid expenses and other tems. .. ... ... 16,262 20,387
currentassets . . ........ ... 13,457 13,675 Dividendspayable ............ .. — 2,782
Total Current Assets . . . . .. 176,889 177,757 Incometaxes .................. 12,513 7,819
Total Current Liabilities . . . . . 63,044 68,694
OtherAssets ................... 29,048 29,942
Property, Plant and Equipment .. . .. 270,476 266,542 Other Long-Term Liabilities . . ... ... 10,220 10,333
Less allowances for depreciation,
depletion and amortization . . . . . 127,485 121,713 Long-TermDebt . . ... ... ... .. 24.425 25 481
142,991 144,829
GoodWIll .. simsssnssmennsism.ms 14,836 14,945 Deferred Income Taxes . . ... ...... 20,428 20,292
$363,764 $367,473
Shareholders Equity . .. .......... 245,647 242,673
$363,764 $367,473




Management’s Discussion and Analysis

Results of Operations

Sales of $90 million in first quarter 1988 were the highest of
any quarter in the Company'’s history and were 23% above
the sales of $73 million achieved in first quarter 1987. All
product lines had significant increases in sales, except
defense-related beryllium metal which had no change and
ceramic which increased modestly. About $3 million of the
overall increase, however, reflects higher costs of copper,
precious metals and other materials which are generally
passed through in higher selling prices.

Electronic-related markets served by beryllium alloys,
specialty clad metals and precious metal products remain
strong. International sales, reflecting strong demand and
influenced by the weak dollar, were 29% over last year’s first
quarter and accounted for 27% of sales. The nearterm
outlook for these markets supports continued year to year
sales gains and manufacturing capacity is sufficient to meet
the demand.

First quarter 1988 cost of sales were nearly 25% above
those of first quarter 1987, an increase in excess of the
related 23% sales growth. Gross margin therefore declined
to 30.3% of sales in first quarter 1988 from 31.1% of sales in
last year's first quarter. While the shift towards a less
profitable product mix and the aforementioned passthrough
of higher material costs can account for most of the reduced
margin percentage, continued problems in ceramic man-
ufacturing adversely affected the results. The difficulties are
primarily associated with assimilating operations transferred
from a plant that was closed in 1987. The gross margin rate
is expected to improve, commensurate with greater produc-
tion volumes, as the ceramic problems are resolved.

Selling, administrative and general expenses in first
quarter 1988 were $10.9 million, or 12.1% of sales, an
increase of 23% over such expenses of $8.9 million, or
12.1% of sales, in first quarter 1987. Greater administrative
expenses, which account for $1.3 million of the increase,
include higher costs of retirement programs, legal and
environmental activities and corporate services.

Research and development expenses in first quarter 1988
of $2.0 million, or 2.2% of sales, represent an increase of
17% as compared to first quarter 1987 (2.3% of sales).
Continued development efforts in beryllium metal near-net-
shape techniques account for most of the increase in
expenditures. The rate of change will moderate as research
and development expenses are expected to total about $7.1
million for all of 1988 as compared to $6.5 million in 1987.

Other-net was an expense of $0.5 million in first quarter
1988 and was essentially zero in first quarter 1987. This

category of expense includes interest income, currency
exchange and translation effects, amortization of goodwiill,
cash discounts and other non-operating items. The principal
income items — interest, exchange and investment gains —
were lower in first quarter 1988 than in the comparable

1987 period.

Income before taxes of $13.0 million in first quarter 1988
represents an increase of 14% over first quarter 1987 income
of $11.4 million. Cost and expense increases in excess of the
23% sales increase over last year are not the usual rela-
tionship in such circumstances because of the large
increases in sales of lower margin product lines.

Income taxes were provided for in first quarter 1988 at an
effective rate of 39.0% of pretax income, reflecting the
reduced 34% U.S. federal tax rate. In first quarter 1987, the
effective tax rate employed was 43.3%. The lower tax rate
resulted in first quarter 1988 net income being 23% above
last year while pretax income was up 14%.

Earnings of 43 cents per share in first quarter 1988 were
26%o greater than the 34 cents per share earned in first
quarter 1987. In 1988 first quarter, there were 3% fewer
primary shares outstanding, on average, as a result of the
Company'’s stock repurchase program that commenced in
fourth quarter 1987. The effect of the lower tax rate was to
increase first quarter 1988 earnings per share by about
3 cents.

Financial Condition

Cash balances were drawn down significantly during first
quarter 1988 to reduce debt and other liabilities, pay the
dividend and to repurchase 98,200 shares of common
stock for $2.4 million.

In addition, during first quarter 1988, accounts receivable
increased $7 million reflecting greater sales and a somewhat
slower collection period. Part of the increase is associated
with export and international activity. Inventories increased
$4 million which is more than the growth in sales from the
previous period (fourth quarter 1987) would indicate. Man-
agement’s attention to improved inventory control is being
intensified.

The pending acquisition of Metals Engineering Co. may
resultin a small increase in debt during second quarter
1988. Sufficient credit lines are in piace.

Long-term debt at the end of first quarter 1988 of $24
million is 9% of total capital. Although the rate of capital
spending is expected to increase from the low first quarter
rate, no significant change in long-term debt is expected for
financing current operations.

Notes To Consolidated Financial Statements (unaudited)

April 3,1988

Note A — Accounting Policies

In management’s opinion, the accompanying unaudited consoli-
dated financial statements contain all adjustments necessary to
present fairly the financial position as of April 3, 1988 and December
31,1987, and the results of operations and changes in

financial position for the three months ended April 3, 1988

and March 29, 1987.

Cost of sales for the first quarter of 1987 reflects a reclassification of
certain expenses.

Note B — Inventories

April 3, Dec. 31,
(Dollars in thousands) 1988 1987
Principally average cost:
Raw materials and supplies . . . ... ... $ 23,932 § 22,798
InProcess . .............. ... ... 65,236 63,258
Finished : ::csoinssmsnssismssass 31,607 29,932

120,775 115,988

Excess of average cost over LIFO

inventoryvalue ................ 13,422 12,990

$107,353 $102,998




BRUSHWELLMAN

ENGINEERED MATERIALS

1200 Hanna Building « Cleveland, Ohio 44115
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To Our Shareholders:

Brush Wellman Inc. completed the second quarter of 1988
in excellent financial condition, with substantial increases in
sales and earnings compared with last year.

Financial Review

Netincome of $8.2 million for the second quarter of 1988
increased 20% over the $6.8 million earned during the
same period last year. Earnings per share for the second
quarter of 1988 increased 25% to 45 cents, compared to 36
cents per share earned in the second quarter 1987. Second
quarter 1888 saies were $30 miliion, an 18%o increase over
sales of $76 million for the corresponding 1987 quarter.

For the first six months of 1988, net income was $16.1
million, an increase of $2.8 million or 21% from $13.3 million
ayear ago. Earnings per share for the six months ended
July 3, 1988 of 88 cents increased 26% compared to six-
month 1987 per share earnings of 70 cents. First half 1988
sales totaled $179 million, a $31 million or 21% gain over
sales of $149 million reported for the same period last year.

During the second quarter 1988, we made considerable
progress toward increased productivity and yield in the
beryllia ceramic and metal systems operations. These oper-
ations should have an improved impact on profits in the
second half of 1988.

Beryllium Alloys
Sales of beryllium alloys continued at record levels during

the second quarter of 1988, reflecting strength in electronics-

related markets. In addition, Brush Wellman sales and
earnings are benefiting from many new applications for
beryllium alloys in the automotive, telecommunications and
computer markets. The new automotive passive restraint
system application featured on the back page of this Interim
Report is one of these new, exciting and potentially high
volume uses for Brush Wellman beryllium alloys Beryllium
alloys are also used in non-electronic applications such as a
hydraulic sensor which regulates transmission performance
in several new automobile models.

General Services Administration Contract

On June 30, 1988, the General Services Administration
(GSA) awarded Brush Wellman a $19 million contract for
60,000 pounds of vacuum hot-pressed beryllium billets. The
billets will be delivered to the Strategic Materials Stockpile
beginning in September, 1988 through 1989. The ore
requirements for this contract will be mined at Brush Well-
man’s beryllium mine in the Topaz-Spor Mountain area of
Western Utah and refined at the extraction plant in Delta,
Utah. Metallurgical processing, billet fabrication and testing
will be carried out in Elmore, Ohio.

Environmental Technology

Brush Wellman has been recognized for many years as a
leader in minimizing the environmental impact of wastes
from its manufacturing processes. An $8 million facility at
Elmore, Ohio which was commissioned in 1987, is eco-
nomically recovering beryllium and copper from such
wastes. Our plan is to broaden our recycling operation to
include beryllium-containing material from our customers
which cannot be recovered by conventional methods. In this
way we will be conserving resources, controlling the
environmental impact of waste generated by others and
contributing to our earnings.

Metals Engineering Acquisition

In May, 1988, Brush Wellman completed its purchase of
Metals Engineering Co. Metals Engineering produces con-
toured metal strip, including beryllium copper strip, and
serves producers of electrical and electronic components.
Metals Engineering is expected to add $5 to $10 million to
Brush Wellman'’s annual sales, under the direction of the
Alloy Division.

Dividend Increase

The Board of Directors approved a 7% increase in the
quarterly cash dividend to a rate of 16 cents a share. The
increase, effective for shareholders of record, June 10, 1988,
raises the annualized dividend rate to 64 cents, compared
to the former rate of 60 cents per share. This will be the 13th
consecutive year of increased dividends.

Outlook

We expect continued strength in sales and earnings during
the second half of 1988. The higher levels of demand in our
electronics markets, the growing list of new applications and
opportunities for our products, and the GSA Strategic
Materials Stockpile contract all point to a positive outlook for
the remainder of 1988.

Long term, Brush Wellman is well-positioned to benefit
from the global trend toward increasingly demanding
applications for engineered materials.

Raymond A. Foos
President and
Chief Executive Officer

4%2/75@)

Henry G. Piper
Chairman of the Board

July, 1988



Consolidated Statements of Income (unaudited)

Second Quarter Ended First Half Ended
July 3, June 28, July 3, June 28,
(Dollars in thousands except share and per share amounts) 1988 1987 1988 1987
NEESAIES : o5 5 w555 55 5051550805 650 5 506 85 s o 96 5 5 B 8 6 o e 65 s $ 89532 §$ 75686 $ 179,493 § 148,763
Costs and expenses:
Costof Sales . .. ... 61,638 51,881 124,350 102,216
Selling, administrative and generalexpenses .. ................... 11,833 9,257 22,762 18,134
Research and developmentexpenses. . . ........................ 1,406 1,656 3,375 3,338
EXDIOratiON EXPEINSES! « i+ 5 s 5 s w6 5w 55 6w o it s 50 w5 6655 0 5% 0 6 5 4o 0 54 183 125
Interest eXpense . . ... ... 781 680 1,582 1,412
Other —net.., . s sassmismessesmsss s masmassasssissessasmans 317 149 77 135
76,052 63,677 153,023 125,360
Income Beforelncome Taxes . . ....................... ... 13,480 12,009 26,470 23,403
INCOMELAXES. . . . o ot e e 5,257 5177 10,323 10,110
INGY INGCOMNG 510 55 560515 09y 50 (65 s 5 5 95 16 B 6 50 5 5 i s 7 4 o & 4 8 0 i $ 8,223 § 6832 $ 16,147 $ 13,293
Net income per share of CommonStock . .. ........................ $ 45 3% 36 $ .88 $ .70
Cash dividends percommonshare. . . ..., $ 16§ 15 8 31 3 .29
Weighted average number of common shares outstanding . . ... ...... .. 18,397,990 19,068,411 18,405,680 19,009,123

Consolidated Statements of Changes in Financial Position (unaudied

First Half Ended
July 3, June 28,
(Dollars in thousands) 1988 1987
Funds From Operations
NEtINCOME . o535 525 55058 505 060 5 5 0 6 66 68 96 (88 3 908 § G i s $ 16,147 $§ 13,293
Items included not affecting funds:
Depreciation, depletion and amortization . ................... 10,348 9,779
Amortization of mine development . ... oL 2,782 1,850
Increase in deferred incometaxes. . .............. .. ... .. 155 1,343
Provided From Operations .. ......................... 29,432 26,265
Funds From Other Sources and Financing Activities
Increase (Decrease)indebt. . ................... .. (4,781) 2,688
Issuance of Common Stock under stock optionplans . . ........... 77 3,049
RNEE &5 55 s 5 0 55060 55 B 6 8 S5 % 5 5 8 100 & G005 & 5 5 06 s %0 36 8 1 6 b 819 205
25,547 32,207
Funds Used
Cashdividends. . ... ... o 5,685 5,473
Increase in working capital, excluding notes payable. . .. .......... 15,038 16,302
Expenditures for property, plantand equipment .. ............ ... 8,132 6,754
Expenditures for mine development .. ......... ... ... .. ... ... 143 286
Purchase of TreasuryStock . . .. ... i 2,454 —
OtNEr . . 5,660 1,312
37,112 30,127
ChangeinCash .c;asinasmersassmssmismys@yzmysmys was $ (11,565) $ 2,080
Consolidated Balance Sheets (unaudied)
July 3, Dec. 31, July 3, Dec. 31,
(Dollars in thousands) 1988 1987 1988 1987
Assets Liabilities and Shareholders’ Equity
Current Assets Current Liabilities
Cash. .......o .. $ 5,046 $ 16611 Notes payableto banks. . ......... $ 24,048 $ 27,325
Accountsreceivable . . .......... 49,384 44,473 Accountspayable . . ............. 9,831 10,381
Inventories . .. .............. .. 109,791 102,998 Other liabilities and accrued
Prepaid expenses and other MEMS s ssmenvsmsmsnss@umes 43 18,678 20,387
currentassets . .. .......... .. 13,971 13,675 Dividendspayable .............. — 2,782
Total Current Assets. . . . . .. 178,192 177,757 Incometaxes. .................. 9,823 7.819
Total Current Liabilities . . . . . 62,380 68,694
OtherAssets. . .................. 31,595 29,942
) Other Long-Term Liabilities . . . ... .. 10,291 10,333
Property, Plant and Equipment. . . . .. 276,404 266,542
Less allowances for depreciation, Long-TermDebt . ............... 23,977 25,481
depletion and amortization . . . . . 134,895 121,713 Def " T
141,509 144.829 eferred Income Taxes . . . ........ 20,447 20,292
Goodwill . .. ... 16,333 14,945 Shareholders Equity . . ........... 250,534 242,673
$367,629 $367,473 $367,629 $367,473




Management’s Discussion and Analysis

Results of Operations

Second quarter 1988 sales of $90 million reflect continued
strong demand from electronics-related markets and repre-
sent an increase of 18% over second quarter 1987 sales of
$76 million. All product lines contributed to the sales
increase except precious metal products for which sales of
the Williams Gold Canadian subsidiary are now excluded
pending its divestiture. International sales in second quarter
1988 increased 23% as compared to second quarter 1987.

Beryllium metal sales were significantly higher than in last
year’s second quarter in which sales were affected by
reduced requirements for certain defense programs.
Defense spending restraint has resulted in a shift in empha-
sis toward upgrading existing tactical defense systems.
Many of these applications will ultimately employ newly
developed near-net-shape technology. Deliveries of beryl-
lium under the recently awarded strategic stockpile contract
are expected to begin in a few months.

For the first half 1988, sales were $179 million, or 21%
above first half 1987 sales. As in the second quarter, all
product lines contributed with cutting edge and clad metal
sales reporting substantial gains. Over $4 million of the first
half 1988 sales increase reflects the pass-through of certain
raw material costs in selling prices. Third quarter sales are
expected to follow the usual seasonal pattern, and fall below
those of the second quarter.

Gross margin (sales less cost of sales) was 31.2% of sales
in second quarter 1988 as compared to 31.5% last year.
Higher raw material costs and a product mix shift toward
lower margin products are the principal causes of the
margin decrease. Ceramic manufacturing operations
improved over first quarter 1988 performance but continue
to adversely affect overall margins.

First half 1988 gross margin was 30.7% of sales as
compared to 31.3% of sales in the comparable period last
year. Subtracting from sales and from cost of sales the
estimated impact of higher 1988 precious metal and copper
prices results in an adjusted margin of 31.4% of sales. Large
sales increases of cutting edges and clad metal products
which have lower than average margins acted to reduce
margin percentage. This product mix effect was offset by
higher sales volume and currency translations.

Selling, administrative and general expenses in second
quarter 1988 were $11.8 million, or 13.2% of sales, as
compared to $9.3 million, or 12.2% of sales, in second
quarter 1987. Selling and distribution expenses increased in
proportion to the sales increase while the larger portion of
the $2.5 million increase is attributable to higher admin-
istrative expenses including those associated with legal

services, environmental affairs and retiree benefits. Similar
factors affected the first half comparison for which 1988
selling, administrative and general expenses increased $4.6
million, or 26%, over 1987.

Research and development (R & D) expenses in first half
of 1988 were essentially unchanged from first half 1987 and
were 1.9% of sales as compared to 2.2% of sales last year.
Credits for beryllium material previously chargedto R & D
projects and returned to production caused the relatively low
second quarter 1988 expenses. Research and development
expenses are expected to be about $7.0 million for all of
1988 as compared to $6.5 million in 1987.

Income before taxes amounted to $13.5 million in second
quarter 1988, an increase of 12% over pretax income of
$12.0 million in last year's second quarter. Factors discussed
above such as product mix, costs and expenses adversely
affected pretax margins which were 15.1% of sales in
second quarter 1988 as compared to 15.9% of sales in
second quarter 1987. Similar factors pertain to the first half
comparison; pretax income increased 13% on a sales
increase of 21%.

Income taxes were provided for at an effective rate of
39.0% of pretax income in second quarter and first half
1988. The rate employed for first half 1987 was 43.2%; the
difference is due to the 34% U.S. federal tax rate in 1988,
reduced from 40% in 1987.

Second quarter 1988 net income of $8.2 million repre-
sents an increase of 20% over net income of $6.8 million in
last year’s second quarter. Earnings per share increased
25% to $.45 from $.36 as fewer shares are presently
outstanding. First half 1988 net income increased 21% to
$16.1 million while per share earnings rose 26% to $.88.

Financial Condition

Cash balances were drawn down in first quarter 1988 to
reduce debt and other liabilities and repurchase 98,200
shares of common stock for $2.4 million. Little change in
cash or debt occurred in second quarter 1988 during which
Metals Engineering Co. was purchased for cash.

Accounts receivable and inventories increased $5 million
and $7 million, respectively, during first half 1988 reflecting
the growth in sales. First half 1988 expenditures for property,
plant and equipment were $8 million and are presently
estimated to be about $20 million for the year.

The increase in other assets since December 31,1987 is
associated with the reclassification of the net assets of the
Williams Canadian subsidiary. The increase in goodwill and
most of the $5.7 million “other” funds used reflects the
acquisition of Metals Engineering.

Notes To Consolidated Financial Statements (unaudited)

July 3,1988

Note A — Accounting Policies

In management’s opinion, the accompanying unaudited consoli-
dated financial statements contain all adjustments necessary to
present fairly the financial position as of July 3, 1988 and December
31,1987, the results of operations for the three and six months ended
July 3,1988 and June 28, 1987 and changes in financial position for
the six months then ended.

Cost of Sales for the second quarter and first half of 1987 reflects a
reclassification of certain expenses.

Note B — Inventories

July 3, Dec. 31,
(Dollars in thousands) 1988 1987
Principally average cost:
Raw materials and supplies . . . ... ... $ 25,866 $ 22,798
InProcess . ..................... 63,343 63,258
Finished. . ...................... 34,252 29,932
123,461 115,988

Excess of average cost over LIFO
inventoryvalue. . ............... 13,670 12,990

$109,791  $102,998
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To Our Shareholders:

During the third quarter 1988, Brush Wellman Inc. achieved
significant increases in sales and net income compared with
the third quarter, 1987. Net income of $6.4 million for the third
quarter of 1988 represented a 47 percent increase from the
$4.3 million earned during the same period last year. Earnings
per share for the third quarter of 1988 were 35 cents, compared
to 23 cents per share earned in the third quarter of 1987. Third
quarter 1988 sales were $85 million as compared to $73 million
in the third quarter last year, an increase of 17 percent.

For the first nine months of 1988, net income was $22.6 mil-
licn, an increase of 28 percent from $17.6 million one year ago.
Earnings per share for the nine months ended October 2, 1988
of $1.23 represent a 32 percent increase over the 93 cents
earned during the first nine months of 1987. This reflects the net
income increase as well as the impact of share repurchases
since 1987. Sales for the first nine months of 1988 totaled $264
million, a $43 million or 19 percent increase over sales of $221
million reported for the same period last year.

Through three quarters of 1988, sales continued at record
levels, and orders remain strong. We continue to make prog-
ress toward increased productivity and yield in the beryllia ce-
ramic and metal systems operations. Positive contributions to
profitability are expected from each of these operations for the
remainder of the year. These operations contributed to the
increase in gross margin compared to the third quarter 1987.

Strategic Actions

On September 27, 1988 Brush Wellman announced a series

of actions toward achievement of the Company'’s strategic

objectives:

¢ A plan to divest the Company’s cutting edge product line.

e The repurchase of up to 2.9 million shares of Brush Wellman
Common Stock, an increase of one million shares from the 1.9
million shares authorized for repurchase in October 1987.

¢ The merging of the Electronic Components Division with the
Metal Systems Division to form the Material Systems Division.
These actions represent important progress on a long-term

strategy to concentrate on our core business, which is specialty

materials and material systems, principally for computer, tele-
communications, automotive and defense industries, and to
identify and capitalize on opportunities related to our natural
resources and our technological and engineering strengths.

Cutting Edge Divestiture

Brush Wellman'’s sudsidiary, Bucyrus Blades, Inc., is a
leading supplier of wear-resistant cutting edges and related
products for earthmoving and snow removal equipment.

Cutting edge sales for 1988 are expected to be a record $30
million. Although consistently profitable since it was acquired in
1974, this unit no longer fits the Company’s strategic goals and
will be divested. Proceeds from the planned sale are expected
to exceed book value.

Stock Repurchase Program

Over 1,000,000 shares of Brush Wellman Common Stock
have been repurchased since October 1987, leaving about 1.8
million to be repurchased as a result of the increased authority.

The Company plans to repurchase the shares from time to time
in open market or negotiated transactions. The shares acquired
will be held for general corporate purposes. Brush Wellman
currently has 17.9 million common shares outstanding.

Material Systems Division

The Company has established a new operating unit, the
Material Systems Division, which combines the operations of
the Electronic Components and Metal Systems Divisions. This
new division will take advantage of the interrelationships among
the beryllia ceramic, precious metal and metal systems prod-
ucts, technologies and markets. This combination should en-
hance the already improving profitability of these operations.

Andrew J. Sandor, formerly Vice President and General
Manager of the Electronic Components Division, has been
appointed Vice President and General Manager of the newly
formed Material Systems Division.

Defense Logistics Agency Stockpile

On June 30, 1988 the General Services Administration (GSA)
awarded Brush Wellman a $19 million contract for 60,000
pounds of vacuum hot-pressed beryllium billets for the Strategic
Materials Stockpile. During the third quarter, responsbility for
the Stockpile was transferred to the Defense Logistics Agency
(DLA). Deliveries to the Stockpile began on schedule early in
the fourth quarter, 1988, and are expected to continue through
1989.

Outlook

The outlook for the remainder of the year is strong. We expect
record sales in 1988, and earnings should be second only to
1984.

Longer term, we expect to continue to grow faster than the
markets we serve. Our outlook is enhanced by a growing num-
ber of new applications in the automotive, electronics, aero-
space, telecommunications and other markets as well as the
global trend toward highly reliable, high-nerformance engi-
neered materials.

7€ 7”’/0716/ , ;ffom)

Raymond A. Foos
President and
Chief Executive Officer

g

Henry G. Piper

October, 1988 Chairman of the Board



Consolidated Statements of Income (unaudied)

Third Quarter Ended Nine Months Ended
Oct. 2, Sept. 27, Oct. 2, Sept. 27,
(Dollars in thousands except share and per share amounts) 1988 1987 1988 1987
Netsales. .. ... .. $ 85006 $ 72656 $ 264,499 $ 221,419
Costs and expenses:
Costofsales .. ...... PSS 61,144 53,103 185,494 155,319
Selling, administrative and generalexpenses . .................... 11,093 9,897 33,855 28,031
Research and developmentexpenses. . ......................... 1,621 1,583 4,996 4,921
Explorationexpenses . ............. (60) 4 123 129
INterest eXPeNSEe . . . . . .. 667 692 2,249 2,104
OINER—NBL: 5 ss 55 wisi2 500 5 6 805 @85 505 5 B8 8 86 A e 5 6 05 5 B % B ) 5 6 00 6 6 6 (86) (130) 685 5
74,379 65,149 227,402 190,509
Income BeforelncomeTaxes . .. ............... .. .. ... ........ 10,627 7,507 37,097 30,910
INCOMEAXES. . . . . 4,219 3,151 14,542 13,261
Netlncome .. ... ... ... . ... ... $ 6,408 § 4356 $ 22,555 $§ 17,649
Net income per share of Common Stock . . .. ......... ... .. .. ....... $ 35 9 23 3 123 3 .93
Cash dividends percommonshare. . ............... ... ..., $ 16§ A5  $ 47 3 44
Weighted average number of common shares outstanding . . .. ....... .. 18,353,002 19,114,363 18,388,864 19,036,511

Consolidated Statements of Changes in Financial Position (unaudited)
Nine Months Ended

Oct. 2, Sept. 27,
(Dollars in thousands) 1988 1987
Funds From Operations
Netincome . .. ... . .. . ... $ 22,555 § 17,649
Items included not affecting funds:
Depreciation, depletion and amortization .. .................. 15,618 14,641
Amortization of mine development ... ... ... .. .. oL 3,078 3,390
Increase in deferredincometaxes. .. ............. .. ... ..... 220 2,379
Provided From Operations . .......................... 41,471 38,059
Funds From Other Sources and Financing Activities
Increase (Decrease)indebt. .. ........ ... ... (10,219) 6,478
Issuance of Common Stock under stock optionplans . ... ......... 122 3,400
Other .o 726 894
32,100 48,831
Funds Used
CashidiVIdeNdS . s 5 s s ss s s msnmasmas s bs i pesFm o550 H05 B 8,603 8,312
Increase (decrease) in working capital, excluding notes payable . . . . . (1,050) 23,329
Expenditures for property, plant and equipment . ... ... ... ... ... 14,565 12,307
Expenditures forminedevelopment ............. ... ... . ... ... 391 393
Purchase of Treasury Stock . . . . ... . i 7,660 —
Other ... 12,380 1,261
42,549 45,602
Change D CasH: .. s s s s w0 g s 8w im0 o e $ (10,449) $ 3,229
Consolidated Balance Sheets (unaudited)
Oct. 2, Dec. 31, Oct. 2, Dec. 31,
(Dollars in thousands) 1988 1987 1988 1987
Assets Liabilities and Shareholders’ Equity
Current Assets Current Liabilities
Cash........................ $ 6,162 $ 16,611 Notes payableto banks. .. ........ $ 20,856 $ 27,325
Accountsreceivable . . . ......... 46,834 44,473 Accountspayable . . ............. 8,863 10,381
Inventories .. ................. 94,997 102,998 Other liabilities and accrued
Prepaid expenses and other HEME s s svmep snmamsnimsmss@ins 15,808 20,387
currentassets . . ............. 11,595 13,675 Dividendspayable .............. — 2,782
Total Current Assets. . . . . .. 159,588 177.757 Incometaxes. . ................. 10,028 7,819
Total Current Liabilities . . . . . 55,555 68,694
OtherAssets. . .................. 43,114 29,942
) Other Long-Term Liabilities . . . ... .. 10,328 10,333
Property, Plant and Equipment. . . . .. 273,410 266,542
Less allowances for depreciation, Long-TermDebt .. .............. 21,731 25,481
depletion and amortization . . . . . 134,399 121,713 B | =
139,011* 144,829 eferred Income Taxes . . ......... 20,512 20,292
Goodwill . ... ... 15,290 14,945 Shareholders Equity . . ........... 248,877 242,673
$357,003 $367,473 $357,003 $367,473

*Net fixed Assets $139,011
Less Foreign (10,696)
$128,315




Management’s Discussion and Analysis

Results of Operations

Third quarter 1988 sales increased 17% to $85 million from
$73 million last year while displaying a typical seasonal
decline from the second quarter. All product lines posted
strong sales increases except precious metal products
which, as reported in the second quarter, now exclude the
sales of Williams Gold’s Canadian subsidiary.

Sales for the first nine months of 1988 increased 19% to
$264 million from $221 million last year. International sales
increased 16% over the same period and were 25% of total
sales.

Fourth quarter sales are expected to remain strong in
electronics-related markets but will be offset by the exclusion

of Bucyrus Blades' cutting edge sales pending its divestiture.

Deliveries of beryllium to the U.S. Government's Strategic
Materials Stockpile began in October and will continue
through 1989.

Gross margin (sales less cost of sales) improved to 28.1%
of sales in third quarter 1988 compared with 26.9% in 1987.
Ceramic manufacturing operations have improved signifi-
cantly over first half 1988 performance. Third quarter mar-
gins are typically lower than average due to seasonally lower
sales and production volumes.

For the first nine months of both 1988 and 1987, gross
margin was 29.9% of sales. This year’s largest sales in-
creases were in cutting edges and clad metals, product
lines which have lower gross margins. This product mix
effect offset improvements and greater volumes in other
operations. Also, the passthrough of higher raw material
costs, principally copper, tends to reduce the margin per-
centage. The exclusion of Bucyrus Blades operations be-
ginning in the fourth quarter will result in a more profitable
product mix.

Selling, administrative and general expenses in third
quarter 1988 were $11.1 million, or 13.1% of sales, compared
to $9.9 million, or 13.6% of sales, in third quarter 1987.
Through nine months, selling, administrative and general
expenses increased $5.8 million over last year and represent
12.8% of sales in 1988 compared to 12.7% in 1987. Admin-
istrative expenses account for $3.5 million of the increase for
the nine months. This increase is associated primarily with
retiree benefits, international activities, legal services and
incentive compensation. Marketing, selling and distribution
expenses have increased at a rate less than the growth in
sales.

Other-net was $0.7 million expense through the first nine
months of 1988 and was nearly zero during the same period
of 1987. This category includes interest income, currency

exchange and translation effects, amortization of goodwill
and other non-operating items. Lower interest income in
1988 accounted for most of the change.

Third quarter 1988 income before taxes increased 42% to
$10.6 million, or 12.5% of sales, from $7.5 million, or 10.3%
of sales in 1987, reflecting higher sales and improvements in
operations. Income before taxes for the first nine months of
1988 was $37.1 million as compared to $30.9 million in 1987,
a 20% increase.

Income taxes were provided for at an effective rate of
39.2% for the first nine months of 1988. The rate employed
for the comparable 1987 period was 42.9%. The lower rate
reflects the 34% U.S. federal tax rate in 1988, reduced from
40% in 1987.

Third quarter 1988 netincome increased 47% to $6.4
million from $4.3 million in third quarter 1987, while earnings
per share increased 52% to $.35 from $.23. Nine months
1988 net income increased 28%, and per share earnings
increased 32%. The earnings per share increases are greater
than the percentage changes in net income because fewer
shares were outstanding in the 1988 periods.

Financial Condition

Funds provided from operations during 1988, supple-
mented by the $10 million reduction in beginning cash,
were used for the acquisition of Metals Engineering and the
repurchase of 298,600 shares of Common Stock as well

as for dividends, debt reduction and capital expenditures.
The Company repurchased an additional 257,000 shares
in October, and approximately 1.8 million shares remain
authorized in the recently expanded repurchase program.

Other assets have increased significantly since December
31,1987, reflecting the 1988 reclassification of the net assets
of Bucyrus Blades and Williams Gold of Canada, units that
are being offered for sale. Excluding those operations,
accounts receivable increased $5 million and inventories
decreased $1 million since December 31, 1987, reflecting the
growth in sales and improvements in inventory manage-
ment. Long-term debt of $2.2 million was reclassified into
the net assets of Bucyrus Blades.

A new $50 million revolving credit facility was established
October 13, 1988, replacing the previous $35 million credit
agreement. Long-term debt remains relatively low in relation
to total capital. Some increase is expected because of share
repurchase activity, although proceeds from the business
sales may be used to reduce debt.

Notes To Consolidated Financial Statements unaudited)

October 2,1988

Note A — Accounting Policies

In management'’s opinion, the accompanying unaudited consoli-
dated financial statements contain all adjustments necessary to
present fairly, in all material respects, the financial position as of
October 2,1988 and December 31, 1987, the results of operations
for the three and nine months ended October 2, 1988 and Septem-
ber 27,1987 and changes in financial position for the nine months
then ended.

Cost of Sales for the third quarter and nine months of 1987 reflects
a reclassification of certain expenses.

Note B — Inventories

Oct. 2, Dec. 31,
(Dollars in thousands) 1988 1987
Principally average cost:
Raw materials and supplies . . . ... ... $ 21,457 $ 22,798
InProcess . ....... ... .. 59,679 63,258
Finished. .. ......... .. .. .. ...... 28,153 29,932
109,289 115,988
Excess of average cost over LIFO
inventoryvalue. . ............... 14,292 12,990

$ 94,997 $102,998
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This page is a reference page used to track documents internally for the Division of Oil, Gas and

Mining

Mine Permit Number Jn22003 Mine Name 7Aroiz. Mining Prage ,+7L
|

Operator Brus Uellman, Tne. Date /0~ /- /788
TO FROM

__CONFIDENTIAL _ BOND CLOSURE _ LARGE MAPS Y EXPANDABLE
__ MULTIPUL DOCUMENT TRACKING SHEET _ NEW APPROVED NOI
_ AMENDMENT _OTHER

Description YEAR-Record Number

W NOI _ Incoming _ Outgoing _ Internal __ Superceded

[Y88 Tnleriwm ﬁ'e‘@nnf [~ 2%

__NOI __Incoming _ Outgoing _ Internal _ Superceded
_ NOI _ Incoming _ Outgoing _ Internal __ Superceded
NOI  Incoming _ Outgoing _ Internal __ Superceded

__TEXT/81/2X 11 MAP PAGES _ 11 X17MAPS _ LARGE MAP
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